Die Dokumente auf EconStor dürfen zu eigenen wissenschaftlichen Zwecken und zum Privatgebrauch gespeichert und kopiert werden.
The continued advance of globalisation and structural adjustment, accompanied by an intensifi cation of the international division of labour as well as changes to the global sourcing of goods, materials, services and finance, has plunged developed nations into an increasingly complex, uncertain and competitive world. Regions are forced to fi nd their own place in the European and global division of labour 1 , while the notion of competitiveness has essentially become something of an omnipresent given in terms of economic development theory and policy. In addition, new technologies have set the world on a path towards becoming an information economy of knowledge-based industries, with specifi c requirements for new types of highly mobile, highly skilled and fl exible labour and management.
2 These fundamental changes lead to a situation in which municipalities and regions face increased exposure (both domestically and internationally) to heightened competition in attracting production and service providing businesses, as well as a complementary labour force.
The increasing intensity of local and regional locational competition goes hand in hand with the increased mobility and fl exibility of businesses and highly skilled labour, which in turn impacts the importance of local and regional factors of location. Economic studies based on surveys of companies in European countries arrive at the concluThomas Döring,* Eithne Knappitsch** and Birgit Aigner***
Municipalities and Regions in Locational Competition -New Economic Considerations
Locational competition has intensifi ed in recent years in the wake of globalisation as well as the general development towards a knowledge-and service-based economy. In this context, newer economic analyses point to a shifting of the locational factors considered relevant for success in local and regional competition. With respect to these fundamental changes, it is becoming increasingly relevant to ask how local and regional development processes must be constructed in order for municipalities and regions in modern industrial countries to maintain the positions they have already achieved.
sion that more than 25% of the interviewed businesses in Western Europe have made locationally relevant decisions, moving production to foreign countries in the two years prior to the survey. Austria is one of the countries with the highest business mobility rates, with some 47.7% of all businesses having relocated production to foreign sites in the years 2007 and 2008 . 3 This points to a signifi cant location dynamic in modern industrial countries, especially when considering all locationally relevant processes. In addition to the business relocations and new business startups typically considered in this context, there are also a multitude of "hidden" locationally relevant processes such as the expansion or shrinkage of existing locations (relative to other locations), the founding and dissolving of local branches, or the decisions of companies to remain at a certain location (provided they are confronted with the alternative of a possible relocation).
Current economic tendencies, such as the internationalisation of added value chains, the shortening of product cycles in the production and service sector, or the increasing importance of company internal real-estate management, result in an even more signifi cantly growing dynamic concerning the anticipation of future locationally relevant business decisions. As regards the locational competition of municipalities and regions, it is vital that the reasons for business-based location decisions are Regional Development primarily of a local and regional nature and are thus location dependent. 4 This means that the specifi c advantages and disadvantages of the respective locations -in cities, municipalities, districts or regions -are, in the majority of cases, decisive for locational movement.
Against this background, an array of relevant questions concerning the appropriate behaviour of municipalities and regions in locational competition can be formulated. It is therefore interesting to consider how local and regional development processes in modern industrial countries must be constructed in order for municipalities to maintain the position they have already attained and enhance this position in the future. It is also necessary to ask the question as to which locational factors are currently important for the successful economic development of municipalities and regions and which will be important in the future. Finally, the political recommendations that can be derived from newer theoretical analyses and empirical studies on the relevance of locational factors are also of interest.
The Traditional View: Industrial Location Theory
Traditional economic approaches to the analysis of locational competition have focused on the locational advantage or disadvantage in terms of the cost effectiveness of a locality or region. Explicitly spatial models of the processes by which fi rms choose where to locate their activities have been developed within (industrial) location theory. This theory addresses the question of why economic activities are unevenly distributed across space and also makes reference to the factors that fi rms consider in selecting a geographic location.
5 Location theory has proposed that fi rms locate so as to minimise costs and seek locations that maximise their opportunities to reach markets, thus maximising their profi ts. Much of the emphasis has been put on transport costs, labour costs, other productions costs, scale of operation and agglomeration economics. 6 The considerations embodied in location theory have contributed to the proposition that the sites on which businesses settled were determined on the basis of spa- tially infl uenced production and distribution costs, which in turn infl uenced the prices of their products and ultimately their competitiveness. This explained to some extent the difference between urban and rural regions, as cost differences have resulted in strongly concentrated and lightly dispersed areas. In this context, the most important spatially relevant cost factors were considered to be acquisition and procurement costs, costs of distribution (marketing, selling, etc.) and costs of production. While procurement and distribution costs were thought to be dependent on distance, production costs were seen as dependent on distance as well as on the degree of concentration of businesses (agglomeration benefi ts). The spatial distribution of economic activities can itself be subject to agglomeration effects because agglomeration benefi ts -mainly in the form of growing sales and procurement markets, which go hand in hand with cost reducing scale effects -can become greater with each increase in concentration. A lot of the work on agglomeration economies stems from the concept of the industrial district, postulating that agglomerated factors constitute a theoretical link between the spatial structure of an economy and its growth dynamic. 7 Similarly, and in line with the traditional insights of location theory, new economic geography indicates that agglomeration effects combined with transportation costs play an important role in local and regional development. 
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their position in terms of locational competition by binding businesses to their locations via low municipal taxes and duties, the provision of subsidies, investments in local transportation infrastructure, and through successful industrial real estate management.
Modern Economic Approaches
Classic location theory and the related political recommendations promising success for local and regional actors within locational competition has been called into question in recent years. On the one hand, mere experience has contributed to a conclusion quite contrary to what was postulated by location theory. The agglomeration of businesses in space and the associated economic growth at local and regional levels were at their highest where the cost of living and offi ce costs were high, industrial real estate reserves were low, subsidies were either minimal or not offered at all, and the burden of local taxes and duties was comparatively high. This experience can be explained by the fact that modern economies are increasingly developing into service and knowledge economies, in which factors formerly considered relevant -like raw materials or the sales market orientation of businesses -are becoming less and less important.
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On the other hand, insights from new economic growth and modern regional economic approaches have led to a change in the economic assessment of locational competition and relevant locational factors. From a growth theory perspective, being adequately equipped and provided with (cheap) capital and labour is not considered ultimately decisive for the successful development of a locality or region, especially within industrial countries. A signifi cant economic growth rate, one which is enduring and innovation-based, is attributed to the production factors "technology" and "knowledge" (in the latter case, for example, in the form of the accumulation of human capital). New growth theory models developed by several theorists 10 allow for technological progress to be considered as an endogenous effect within the process of economic development. Furthermore, other economists 11 have postulated that technology, innovation and knowledge are the primary drivers in local and regional economic development.
Against this background, the concept of innovative milieus was formulated in an effort to explain the emergence of a new technology generation: connecting the importance of agglomeration and localisation economies, thus leading to the development of new industrial spaces.
12 Furthermore, some authors 13 have suggested, that in addition to economic factors, value and cultural factors (including social capital and trust) are also important in the rise of knowledge-based agglomerations. Furthermore, collaboration among small and mediumsized enterprises through cooperative networks is believed to forge a powerful entrepreneurial business climate.
More specifi cally, these insights into a technology and knowledge-based explanation of local economic development become the doctrine of agglomeration benefi ts through a regional economic reinterpretation. Agglomeration of businesses in space is fi rst and foremost a factor that increases productivity.
In contrast to what was emphasised in location theory, it is less the direct production and distribution costs that play a decisive role, but rather the positive scale effects brought about by mutual learning and technology spillovers. Learning and innovation, the ability of businesses to create new products, new production procedures, and new forms of organisation on the basis of knowledge and spatial knowledge spillovers, become critical success factors for local and regional economic development. 
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Hard and Soft Locational Factors
With respect to the locational competition of municipalities and regions, this leads to two conclusions. Firstly, cost leadership is no longer (solely) decisive in competition processes; achieving knowledge-based local and regional development is of increased importance and requires an ability to cope with ubiquitous change by means of enhancing company innovativeness. This goes hand in hand with an important shift away from the "hard" locational factors that are considered rather static (transportation infrastructure, local taxes and duties, etc.) towards factors characterised as dynamic, such as the improvement of knowledge transfer between companies and institutions of higher education or research institutions of a region, the creation of innovative milieus and cooperative networks, or the accrual of highly qualifi ed and creative personnel.
14 An ever greater role is now accorded to so-called "soft" locational factors, which are important among other things for the service capacity of companies with knowledge-oriented jobs. 15 Soft locational factors are viewed as determinants of the quality of a locality and as such infl uence where businesses choose to settle and where qualifi ed and creative personnel decide to offer their services. Soft locational factors are on the one hand company-based factors like the effectiveness and effi ciency of the local administration, the image of a city and region, or the economic climate of the location. On the other hand, they include quality of life related factors like living environment, local and regional environmental quality, the recreational value and allure of the city and region, and the quantity and quality of cultural activities and social institutions. cf. also the various contributions in H. P e c h l a n e r, D. A b f a l t e r, S. L a n g e (eds.): Culture and Creativity as Location Factors -looking beyond Metropolitan Areas, Innsbruck 2009; cf. for early studies dealing with this issue J.R. L o g a n , T. S w a n s t r o m : Urban restructuring -a critical review, in: J.R. L o g a n , T. S w a n s t r o m (eds. of local and regional economic development promotion lose their effectiveness under the altered conditions. At the same time, as a result of the increasing plurality of locational factors, there is also a rise in the number of competition parameters that municipalities and regions use to present themselves as attractive to businesses and highly qualifi ed labour in competition with other locations.
Selected Results from Empirical Research
The previous considerations were largely of a theoretical nature and thus leave unanswered the question of empirical evidence linked to the thesis of altered locational competition under the conditions of globalisation and a knowledge society. Likewise, the related shift in the classical ranking of locational factors considered meaningful for the economic development of localities and regions must also be empirically examined. The following discussion aims to examine the interrelationship between empirical evidence and theoretical considerations. With this in mind, studies addressing the relevance of knowledge, the spatial distribution of knowledge (knowledge spillovers) as well as cooperative (innovation-oriented) networks for the economic development of municipalities and regions will initially be at the centre of this investigation. Subsequently, reference will also be made to those studies examining the empirical signifi cance of both hard and soft locational factors.
Newer empirical studies dealing with the question of businesses' location choices suggest that hard factors remain decisive in the decision-making process. This is the case, for example, in a study which examines whether hard infrastructure in the form of more highways and railroads or soft infrastructure in the form of more transparent institutions and deeper reforms lead to more foreign direct investment by using data for FDI from the United States, Japan, Hong Kong, Taiwan Regional Development location choices. 17 These studies confi rm the results of older empirical research. In this context, a survey of 174 businesses in Colorado (USA) deserves mention. 18 The survey was carried out among businesses from different branches that had made location decisions (including expanding or relocating their operations) in the fi ve years prior to the survey. It involved asking key decisionmakers to evaluate 50 specifi c elements regarding their level of importance within the decision-making process. Traditional factors such as "cost of offi ce or plant", "business operating costs" and "access to transportation" reached the highest scores of 3.8, 3.7 and 3.6 on a 5-point scale. Despite evidence that the infl uence of hard factors is diminishing in relative importance 19 , the empirical data show that hard factors remained most important in the decision-making process.
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Hard Determinants of Location Decisions
A number of empirical studies carried out in both the USA and Europe point to the fact that hard locational factors are considered "musts", and soft factors play a role only when an adequate supply of hard determinants are available. Businesses in western European industrialised countries, for example, display striking consensus with regard to the importance of (labour) cost-driven motives for the location choices of their production outsourcing: the percentage of cost-motivated outsourcing activities lies somewhere between 80% and 90%. The other relevant hard factors, in order of importance, are market development, proximity to major customers or distribution possibilities and fl exibility of the location. value, climate or network clusters have little or no impact.
The case of knowledge-intensive production and serviceoriented businesses, however, paints a different picture.
Here the knowledge factor becomes indispensable, while physical or mechanical input factors lose their relative importance. Access to qualifi ed personnel becomes a signifi cant driving factor in locational decisions for these sectors.
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Knowledge and Knowledge Spillovers
The relevance of knowledge-based local and regional development highlighted by new growth theory approaches and modern regional economics has led to an array of empirical studies in conjunction with knowledge, the spatial diffusion of knowledge (knowledge spillovers) and economic development, as well as the innovation performance of businesses at individual locations. 23 These studies have demonstrated that the geographical agglomeration of businesses that produce knowledge strongly contributes to positive economic growth rates and higher per-capita value creation, especially in metropolitan areas. 24 These businesses are the ones that utilise innovative technologies to create new markets as well as to generate new value creation chains and employment opportunities. Here it has been found that the availability of highly qualifi ed employees plays an essential role. It is, therefore, not surprising that the dynamic of economic development is empirically higher at those locations considered classic technological locations, with universities and scientifi c research institutions in close proximity. 
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The fi nding that the economic use to which newly created knowledge is put and subsequently that the extent of socalled knowledge externalities are, as a rule, spatially restricted must be regarded as of particular importance for local and regional economic policy. This is supported by empirical studies from the last two decades concerning the innovation performance of businesses in regions with major cities in the USA 25 , by cross-country studies for selected regions in the European Union 26 as well as by studies for German labour market districts. 27 For municipalities and regions alike this means that investments in knowledge-based local and regional development appear to be profi table insofar as the possible profi ts of an economic promotion policy factoring in these elements primarily benefi t the actors at the location.
In the context of a local economic policy as outlined above, empirical studies provide evidence of a positive correlation between how a region is equipped with universities and academic research institutions and the innovation activity of local businesses in knowledge-intensive producing branches. In early studies, a significantly positive correlation between academic research and the registration of patents as well as R&D expenditures of companies in 29 US states was traced.
28 Empirical studies conducted afterwards confi rmed this for both the USA and Germany. 29 In connection with the production factor knowledge, direct evidence of the importance of innovative milieus and cooperative networks for the positive economic development of municipalities and regions was demonstrated in a pioneering study 30 that empirically identifi ed the networking of local companies as playing a key role in the economic success of industrial clusters in Italy. Despite the fact that a multitude of institutional and organisational aspects of industrial clusters were examined, the factor "local and regional networking" was unanimously considered to be central to the success characterising all the industrial districts examined. A number of regional case studies concerning growth in prominent industrial clusters in other countries have obtained the same result. 31 Irrespective of structural differences between the individual regions, the various studies suggest that when it comes to growth regions, regional networking is a key factor.
It can be concluded that networks of regionally clustered businesses and public institutions offer two broad opportunities: formal exchanges of knowledge through market relationships, where proximity allows the establishment of closer ties, and the informal exchange of knowledge among social networks of individuals. A community's social life is seen to act as a knowledge multiplier, while the interconnection between social and economic networks within a community also contributes to a knowledge spillover. 32 These considerations are consistent with empirical fi ndings that cities endowed Regional Development with greater human capital have higher sustained growth rates. Municipalities or regions with skilled labour and high levels of specialised human capital are more likely to attract innovative networks than less endowed areas. This is confi rmed by a survey of 84 businesses in the northeastern USA which found that the availability of skilled labour is the most important factor in infl uencing business site selection decisions. 33 Empirical explorations of social capital data for German regions show that regions demonstrating high performance with regard to social capital, which provides the necessary basis for regional networking and knowledge exchange, are characterised by comparatively high income per capita values and economic growth rates. 34 
The Importance of Soft Locational Factors
There has been little empirical testing of the theoretically developed thesis that soft locational factors have become increasingly important within the framework of a transition towards a service and knowledge-based society. However, a few studies have pursued this, guided by the assumption that even though modern industries and businesses are increasingly becoming geographically independent in the age of globalisation, questions of location take on greater importance in a new sense. 35 Accordingly, growth and vitality can be found where the highly qualifi ed and creative establish themselves and consequently complementary businesses settle ("the power of place"). Against this background, the question as to which locational factors attract highly qualifi ed top performers was examined in a survey involving data from 67 metropolitan regions in the USA.
Without claiming completeness or offering a systematic analysis, the results of the survey can be summarised as follows: the better the quality of life in individual locations, the greater the likelihood of encountering industries with a large percentage of highly qualifi ed employees. Locations with a well above average quality of life, signifi ed by a high living and recreational value, a positive social climate, an attractive inner city, a citizen-friendly administration, an adequate provision of social institutions, and similar factors, provide for a distinct binding effect. By contrast, locations that do not exhibit any direct binding force upon enterprises or highly qualifi ed employees do not carry the same attraction.
These fi ndings were confi rmed in a study based on data from 61 urban regions in the USA 36 which examined the correlation between highly qualifi ed employees and economic growth. Resultantly, those localities and regions competing for "creative minds" which increasingly emphasised the natural, social as well as cultural quality of life of a location and as a result focused more strongly on the implementation of soft locational factors proved to be especially successful.
Looking specifi cally at the question of culture, one study carried out in Karlsruhe (Germany) analysed the impact of cultural institutions on the competitiveness of enterprises located in this urban region. The study demonstrated that some 60% of the participating fi rms were of the opinion that cultural institutions have a favourable impact on the competitiveness of their economic activity. 37 It is perhaps interesting to note here that the region has included cultural activities in its urban development concept and regional growth promotion since the mid-1980s.
Another empirical study did not fundamentally challenge these fi ndings, but relativised them in parts.
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Regional Development ness of a municipality in locational competition. All municipalities exhibiting a positive business climate were found to have an effi cient as well as speedy and fl exible administration, modern governance structures (for example, new public management, city marketing, public-private partnership) and a well-functioning regional networking system (cooperation with Chambers of Commerce, regional academic research institutions, political decision-makers at regional and federal levels, etc.). By contrast, extensive subsidisation of businesses, comparatively high per capita expenditures for cultural and social activities as well as shortfalls in the industrial real estate management of a municipality proved to have a negative infl uence on the local economic climate. Beyond this, there was evidence that neither the strategy of (extensive) privatisation of public services nor a policy aimed at attracting new businesses targeted at (existing) industrial clusters positively affect the business climate of municipalities.
It is interesting here to return to one of the studies mentioned earlier, which dealt with the importance of hard locational factors. 39 While this survey clearly highlighted the relevance of these factors for location decisions, it also afforded some relevance to soft locational factors: of the 50 elements considered of importance within the location decision process, half of the 21 elements reaching scores above or equal to 3.0 on the 5-point scale related to soft locational factors such as "environmental quality", "local government cooperation", "state government support/cooperation", "natural environment of the region", "crime rate" or "ambiance of the region" -to mention but a few. An earlier survey of the largest 500+ companies in the European Union also showed that some 10 per cent included quality of life factors amongst the three most important elements in their location decisions. 40 The former fi ndings suggest that the success of municipalities or regions in locational competition does not depend on hard or soft locational factors per se. Rather, companies seem to ask for business conditions that are partly in keeping with the theoretically formulated necessity of knowledge-based local and regional development (for example, the setting up of cooperative networks, citizen-friendly administrational departments) while simultaneously utilising the instruments of a traditionally oriented economic promotion policy (infrastructure policy or industrial real estate management). Hard and soft location factors can thus be considered as crucially intertwined, with dynamic regions typically characterised by the existence of several location factors.
Bearing the above theoretical and empirical analyses in mind, it is possible to derive conclusions regarding how best to structure economic policy for municipalities and regions. It is possible to distinguish between recommendations for the economic policies of municipalities and regions and those recommendations aimed at superordinate governmental levels (EU level, federal level) and their economic policies for municipalities and regions. For both dimensions, improving knowledge-based local and regional economic development in order to increase the endogenous innovation of businesses both already locally based as well as those new companies yet to be attracted to the area is at the core of the following recommendations.
Implications for Local Economic Policy
The starting point for a practical structuring of local and regional economic policy has previously been outlined: in the age of globalisation and a shift towards a knowledge-based society, the critical competitive advantage that companies must have when competing with others no longer consists solely of cost advantages, but rather also includes the ability to settle in those locations where there are suffi cient numbers of qualifi ed personnel. This is necessary in order to successfully manage innovation and the changes which are required to meet the demands of new economic challenges. With regard to competition between municipalities and regions, locations endued with a high potential for knowledge-based development on the one hand and displaying characteristics that are interesting for highly qualifi ed and creative employees on the other possess a competitive advantage in terms of their appeal for businesses and their ability to bind them to the location.
As a consequence, it can be argued that conditions linked to a successfully structured local and regional economic policy are constituted by the promotion of knowledge transfer and the improvement of the local Regional Development and regional qualifi cations structure. 41 Without a doubt, all those municipalities and regions exhibiting spatial proximity to academic or educational institutions (mostly public or university-based), which on the basis of their research activities can be considered as knowledge providers for company-based innovation and can thus be classifi ed as conducive to knowledge transfer, are at an advantage here. Hence, both the organisational and fi nancial participation of a city or region in so-called knowledge transfer centres, which already exist at many universities and academic research institutions, as well as involvement in the promotion of new academicbased companies ("spin-offs") constitute a special form of knowledge transfer. For this, depending on the size and characteristics of locations (metropolises, regions, medium-sized and small cities or municipalities), diverse strategies are needed to integrate individual municipalities into supra-regional networks based on their natural and socio-economic characteristics.
The suffi cient availability of qualifi ed labour at a particular location is one of the preconditions for the success of knowledge-based local and regional development. Beyond mere faith in the "right" education and mobility performance of the private actors, a task of local and regional economic policy is the identifi cation, analysis and (where possible) the elimination of defi cits in the local and regional qualifi cation structure. The education and training offered by continuing and advanced educational institutions available in a particular locality is also of importance here. In this context, local and regional decision-makers should gear their continuing education policies towards the existing locally relevant qualifi cation demands via routine observations of the needs of the regional market.
A further condition for a successful knowledge-based local/regional economic policy is the promotion of local and regional innovation networks. Indeed, the general character of regional networks and innovative milieu structures has already been repeatedly analysed in economic studies. 42 However, the manifold local and regional forms of such networks analysed by these stud- ies complicates rather than promotes their local use and predictability. A task of local/regional economic policy should thus be to create a platform for the formation of innovative networks and milieu structures. Experience would seem to indicate that a local or regional economic policy constructed as a "networking policy" requires both patience and staying power and can hardly anticipate success in the short term. Therefore, it makes sense to incorporate the promotion of cooperative networks into a comprehensively constructed regional management strategy, which should also take into account locational marketing by public and private actors. This would convey the existing local and regional specialisation pattern outwardly in a credible manner, which would contribute inwardly to the creation of an intensifi ed "location and regional awareness" with which the actors in a particular location can suffi ciently identify. This sense of identifi cation would ideally manifest itself in a common sense of belonging to a specifi c locality or region, thus sharing the aims and strategies of local marketing and regional management. This would in turn lead to a collective desire to enhance internal cooperation while at the same time improving the external competitiveness of the location.
Lastly, a further condition for a successful local/regional economic policy is seen in the use and awareness of soft locational factors in addition to a policy geared towards hard locational factors. This becomes increasingly signifi cant as municipalities and regions in competition with each other can no longer generate enough of a competitive advantage simply through recourse to traditional instruments of economic promotion. A policy more strongly directed towards soft locational factors should be underpinned by a systematic examination of the existing necessity for the promotion of hard locational factors (i.e. investments in the physical infrastructure, availability and obtainment of industrial and offi ce real estate) in order to subsequently free the necessary (fi nancial) resources for the development and fostering of soft locational factors. As such, cities and towns should naturally concentrate on those soft factors which can most easily be shaped and designed at local and regional levels (i.e. local administration, living environment, environmental quality). The fostering and enhancing of soft locational factors is less important in terms of economic externalities than it is for developing intensive business communication with enterprises already present in the locality. Measures implemented to bring about improvements in this area should thus be evaluated fi rst and foremost according to the extent to which they strengthen the competitiveness of the location, in order to encourage identifi cation and mobilisation effects for the local companies and employees.
